Abstract. This paper aims to answer the question if and how much the foreign investors influence the boom and bust of small stock exchanges. It examines the impact of the foreign investors' turnover towards small stock exchange turnover, particularly the Macedonian Stock Exchange. Based on the Macedonian Stock Exchange data for the period of January 2006 to July 2009, I find strong evidence that for a small and open stock exchange such as the Macedonian Stock Exchange, foreign investors substantially contributes to the Stock Exchange boom and bust.
Introduction
Global Financial Crisis has big impact on capital markets, especially stock exchanges. For those young and underdeveloped stock exchanges, such as the Macedonian Stock Exchange, which exists from 1995, the period from the beginning of 2005 until the middle of 2009 has been the most remarkable period that will be remembered for generations. The value of the basic Macedonian Stock Exchange index MBI10 in January 2005 was 1.000. At its peak, at the end of August 2007 the value rose to 10.057 or 905% growth for only 2 years and 8 months, and now, in April 2011 decreased to only 2.500, or 75% less than the highest value. This phenomenon evokes many questions, but maybe the most important one is "if and to what extent foreign investors were the reason for the Macedonian Stock Exchange boom and bust.
The impact of foreign investors towards the big Stock Exchange was immense. For example, their withdrawal of US$35bn from the Russian stock market through early September 2007, forced the Russian Central Bank to defend the ruble, sending reserves down 4.2%. Russian Stock Exchange Index for the following 12 months lost almost 80% of its value. Foreign Investors withdrawals decreased more than 50% from Dow Jones Industrial Average.
Underdevelopment of the Macedonian Stock Exchange did not challenge the scientific and professional public to analyze the reasons for its fast boom and bust. Therefore, this study addresses these issue by: (1) analyzing Macedonian Stock Exchange development since its beginnings in 1995, in order to determine the level of its development and exposure to influences from abroad, (2) investigating Macedonian Stock Exchange index MBI 10 since its beginning at the end of 2004 in order to establish the reasons for the fast growth and reduction (3) measuring Foreign Investors impact on Macedonian Stock Exchange using linear regression on the percentage change in Foreign Investors and Macedonian Stock Exchange turnover (Risteski and Tevdovski, 2008 and Field, 2005) .
Data and Model

Macedonian Stock Exchange development
The story of the Macedonian Stock Exchange began on September 13, 1995. This is the official date of the establishment of the first organized securities exchange in the history of the Macedonia. The conclusion of transactions was carried out on the "stock exchange floor" in the trading hall through the method of continuous auction and the model of "order-driven market" until 2001.
In December 1999 the Securities Law was amended, which set the basis for dematerialization of securities and introduced the centralized record keeping of shares ownership in Macedonia. In 2001, the trading on the stock exchange floor stopped and the electronic trading of securities started using the new "Bourse Electronic System of Trading" (BEST).
The first official stock exchange index -the Macedonian Bourse Index (MBI) was promoted. The long-awaited process of complete dematerialization of shares in more than 670 companies in the country and the operation of the Central Securities Depository had begun. In 2002, price limitations were introduced for the listed securities on the Official Market from +/-10% of their last official average price, which contributed to the high volatility of the Macedonian Stock Exchange shares in the following years.
In 2004 the listing criteria on the Official Market were raised to a higher level, the Unofficial Market was split into two parts -Market for Publicly Held Companies and a Free Market. The criteria for shares listing were toughened, and new continuous obligations for reporting were introduced (submitting of a three-month cumulative unaudited Income Statements, publication of a dividend calendar and notification of large owners). Publication of the new Exchange index was announced (MBI-10).
A software application called SEI-NET was introduced in 2005, as the official and only way of delivering information from the listed companies to the Exchange. The new Securities Law was passed, with which a further harmonization of the regulation in the securities industry with the EU Directives and the principles of IOSCO (International Organization of Securities Commissions) was made.
The main characteristic of the year 2006 was entrance of capital inflow from regional institutional investors into Macedonian capital market. Two private pension funds appear at the domestic market as new institutional investors. In 2006, state owned company for electricity supply and distribution "ESM" was privatized by selling certain percentage of their capital to foreign investor. During the year, the state presence on the securities market was considerable, due to the selling state owned capital in many joint stock companies among which the most significant was Makedonski Telekom AD Skopje and few more listed companies. The global financial crisis from the middle of 2007 has its impact on the Macedonian Stock Exchange as well, having in mind its openness and the immense exposure to foreign investors. Foreign institutional investors in order to cover their liquidity needs, raised from investor's requests for stepping out of their investment funds, were forced to sell their stock positions especially those in Macedonia where highest returns were made.
MBI 10 Index and Foreign Investors' turnover
The initial value of MBI 10 index was established at 1.000 on On the end of 2007, MBI 10 starts declining for the first time for 16,61% for the fourth quarter and 23,04% from its peak in the end of August (peak 6). Decline of 13,35% was evidenced for the first quarter of 2008 and additional 27,16% for the second quarter of 2008, or 51,42% for only 10 months -from the peak (peak 7 and 8). Third quarter of 2008 finished with decline of 8,95% and the fourth quarter with additional 52,88% or 79,16% decline from the peak 16 months ago. MBI 10 index reach its bottom on March 10, 2009 when the value of the index was only 1.598,5 or 84,11% decline from the highest peak in August 2007 (peak 9). Second quarter of 2009 finished with growth of 32,89% compared to the first quarter value or value of 2.532,43 (peak 10). This value has not change until today (April 29, 2011) with only small fluctuations. MBI 10 Index of 61,54% on annual basis. In 2007 we can find the most significant activity of foreign investors since the total turnover in this year was 26,2 billion MKD or increase of 137,34% from the previous year (from peak 2 to peak 6 in Figure 1 ). In this year MBI 10 reach its peak on August 31, with growth of 171,65% only for those 8 months from that year. According to (Sumanjeet and Paliwal, 2010) , the increase in the volume of foreign institutional investment inflows in recent time has led to concerns regarding the volatility of these flows, threat of capital flight, its impact on the stock markets and influence of changes in regulatory regimes. They revealed that any problem related to foreign institutional investors is the problem of management and that India should develop new tools to manage foreign institutional investors effectively and efficiently. This can be good direction towards which the Macedonian Stock Exchange and the security market regulators should be acting in the next period if immense volatility wants to be eliminated and more stable 7 security market established. This can be crucial for the future preservation of domestic investors, their investments and participation in the security market.
Linear regression
In determining the influence of foreign investors on the Macedonian Stock Exchange, quantitative analysis has been used. In the analysis, applied is simple linear regression to assess the impact of the percent change in the foreign investors' turnover (independent variable) on the percent change in Adjusted coefficient of determination that is also high, shows that the share of the explained variability in the total variability was 91.7%, or it can be interpreted that variations or changes that cause the change of the Macedonian Stock Exchange turnover is 91.7% explained with the changes caused in the Foreign Investors' turnover, while the rest 8.3% is caused by variations of domestic investors' turnover. indicates the change in the dependent variable Y when the independent variable X will increase by one of its unit. In this case, it suggests that if the Foreign Investors' turnover were increased by 1%, then the Stock Exchange turnover on average would increase by 0.858%. Estimated value of this ratio with the risk of error of 5% will range from 0.777% to 0.940%. Testing the regression coefficient From the previously elaborated, it can be concluded that the assumption of full linearity is fulfilled, but the same it cannot be entirely declared for the assumption of homoscedasticity or equality of residuals.
All this statistically confirms the theoretical expectation that Macedonian Stock Exchange turnover positively depends on the Foreign Investors' turnover.
Summary
From the analysis of the Macedonian Stock Exchange development since its beginnings in 1995, having in mind the small history of existence, it can be concluded that the Stock Exchange is still underdeveloped and too much opened and exposed to influences from abroad. Macedonian Stock Exchange Index MBI 10 for only 2 years and 8 months grew 905%, and for the following 18 months was reduced for 84%, which is an evidence for very high volatility.
Investigating the reasons, we can conclude that despite the global financial crises, direct reason for the fast growth and reduction of the MBI 10 Index was the foreign investors' turnover.
The theoretically substantiated result, for a small and open economy such as Macedonia, is that the higher Foreign Investors' turnover, substantially contributes to higher turnover on the Macedonian Stock Exchange. The obtained results from the regression indicate high positive linear correlation of 95.9% between the observed variables.
Both theoretically and empirically, this study proved that foreign investors substantially contribute to the Macedonian Stock Exchange boom and bust. In order to be protected from future immense volatility, Macedonian security market regulators need to establish more sound rolls that will enable effective and efficient management of the stock exchange. This should provide stability and eliminate the negative influence coming from the openness and exposure of the Macedonian Stock Exchange to foreign investors.
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